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Summary of Findings and Recommendations 


House Resolution Number 130 of the 1970 session requested the 
Legislative Analyst and the Auditor General to conduct a joint investiga- 
tion of the economic efficiency of the California Correctional Industries, 
including such matters as purchasing practices over the past several years, 
sources of raw and finished materials, competitive bidding practices and 
processes, comparison of prices paid by the prison industry with prices 
paid by private industry, areas in which prison industries are showing 
a profit or where they are losing money, and the injurious effects, if 
any, of provisions requiring California State Colleges to purchase prison- 
made goods. | 

The study has resulted in the following conclusions and recommendations: 

1.. Purchases by Correctional Industries are made almost exclusively 
by open bidding processes established by law and administered by the Office 
of Procurement, Department of General Services. Non-bid purchases are 
authorized by law and must be approved by state purchasing agents. 

2. Correctional Industries' supply sources are generally identical 
to those of private enterprise. 

3. Prices paid for material purchases reviewed are generally com- 
parable to prices paid by private enterprise for similar products. These 
prices are affected by many factors such as the size of orders, possibility 
of future purchases from same suppliers, time of purchase orders, and the 
cyclical nature of market prices. 

4. There appears to be sufficient competitive bidding to assure 


state purchases at reasonable prices. 
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5. Some industrial operations are unprofitable while others operate 
at a profit for reasons discussed herein. 

6. The Correctional Industries program is required to balance the 
need for profitable operations, automation and improvement in manufacturing 
processes to assure conformity with current procedures with the need to 
provide basic work skills and job habits to as many unskilled inmates as 
can reasonably be accommodated in the program. 

7. There has been some dissatisfaction by the state colleges with 
the requirement that they purchase furnishings from Correctional Industries. 
The parties now appear to be working in greater harmony, although not all 
differences have been completely resolved. 

8. Absenteeism among inmate workers must be reduced to achieve 
greater operating efficiency. 

9. Specifications for raw materials should be reviewed to determine 
whether quality standards could be lowered without diminishing final product 
quality. 

10. Correctional Industries should determine whether inmates can be 
trained to perform cutting and ripping operations in the woodworking enter- 
prise or, alternatively, consider the feasibility of hiring outside specialists 
to handle these functions. 

11. Correctional Industries management should develop information 
and procedures to take advantage of fluctuations in prices of raw materials. 

12. Correctional Industries should determine the reasons for the 
higher net profit rate of the federal prison industries as a basis for 
possible improvements in the state program. 

13. Correctional Industries management, in cooperation with school 
purchasing personnel, should attempt to standardize library and dormitory 


furniture in the interest of improving operating efficiency. 
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14. Delivery dates for furniture orders should be established within 


reasonable limits, and performance should be guaranteed within those limits. 
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A REVIEW OF THE ECONOMIC EFFICIENCY OF CALIFORNIA CORRECTIONAL INDUSTRIES 
Introduction 


The Correctional Industries program provides industrial and agri- 
cultural work programs in nine penal institutions. Present programs encompass 
43 different trade and agricultural enterprises, each of which is staffed 
with industrial supervisors who provide on-the-job training and production 
experience in a work environment somewhat comparable to that of private 


industry. 


Organization 


The administrative head of the Correctional Industries program is 
the deputy director in charge of the Job Training and Placement Division 
of the Department of Corrections. The deputy director is assisted by assis- 
tant general managers for operations and administration plus fiscal, sales, 
and industrial engineering and planning staffs at the central office in 
Sacramento. All pricing and sales functions are performed by the central 
office staff. 

The industrial operations of each institution are under the super- 
vision of a Correctional Industries manager. These local managers are assisted 
by internal accounting and clerical staff, including civilian personnel and 
inmates and various industrial, dairy and farm foremen and related employees 
as required. 

The Correctional Industries Commission representing organized labor, 
industry, agriculture, and the general public is the policymaking body for 
this program. It is empowered to recommend productive industrial and agri- 
cultural enterprises for the prisons and to provide policy guidance to the 


departmental director for the industrial program. 
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Correctional Industries Revolving Fund 

The industries are supported from, and all earnings from product 
sales are deposited in, the Correctional Industries Revolving Fund. This 
fund was originally established in 1945 with a $730,000 contribution from 
the General Fund under the provisions of Section 2714 of the Penal Code. 
This code section provides that excess balances, as determined by the 
Directors of the Departments of Corrections and Finance, shall be trans- 


ferred to the General Fund. 


Utilization of Inmates 

The utilization of inmates by Correctional Industries for the pur- 
poses of reducing idleness and providing training is reflected in Table 1, 
which shows that inmate assignment to Correctional Industries is approxi- 


mately 11 percent of total inmate population. 


TABLE 1 


Inmate Assignment - Correctional Industries 


Total No. Inmates Percentage Additional Inmates 
Inmate Assigned to of Total Inmates Available for 
Population Industries in Industries Assignment 

June 30, 1966 26 ,830 3,036 Liege) 239 

June 30, 1967 27,326 83125 164 1,338 

June 30, 1968 28 ,442 3,140 1120 P02 

June 30, 1969 28,225 IL Wes) Ties 856 

June 30, 1970 275e82 Seay. Hes 442 

Sept." 30, 1970 26,039 22985 1185 520 


If these inmate assignments were not available, then other programs, 


such as academic or vocational instruction, would have to be increased at 
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considerable expense to the State General Fund or the inmates would remain 
idle. Table 1 shows also that the idleness factor, i.e., number of inmates 
available for and desiring a work assignment, has declined from a high of 
2,102 on June 30, 1968, to 520 on September 30, 1970. This decline reflects 
the overall penal population decrease resulting in large part from the pro- 
bation subsidy program under which less serious offenders may be placed 
under county probation programs in lieu of being incarcerated in a state 
institution. Utilization of the approximately 3,000 inmates in productive 
work is beneficial to the well-being of the inmates and produces products 
and services to the benefit of the department and other state and local 


governmental agencies. 


Competition with Private Enterprise 


The economic impact of Correctional Industries on the manufacturing 
and wholesale segment of the state's economy is minor. Taxable sales for 
the state's private wholesale and manufacturing enterprises have been estimated 
to total $10 billion for 1970. Correctional Industries produced products 
of the approximate value of $12 million for 1970, or .12 of one percent of 
the production of the private sector. 

Concentration of the prison furniture industries on supplying a sub- 
stantial portion of the state college library furniture has a more direct 
and more adverse effect on that segment of private manufacturers and suppliers 
who supply school furnishings. Yet it should be noted that only the state 
colleges are required to purchase from Correctional Industries; school 
districts, community colleges, and the University of California may purchase 


from private business. 
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Economic Efficiency 


Limitations on Efficiency 


Correctional Industries are not generally as efficient as private 
enterprise. There are a number of limitations operative on the penal enter- 
prises that are not operative on private enterprise, or at least not to the 
same degree. 

Automation. The basic purposes of the penal industries program, 

j.e., to provide training in job skills and useful employment to inmates, 
tend to reduce efficiency. To provide some basic training and minimize 
inmate idleness, the industries program has not automated its productive 
abilities to the extent possible or generally applicable in private enter- 
prise. Some industries, such as canneries, have been discontinued because 
profitable operation would have required greater automation with a consequent 
loss of training stations. However, training which utilizes obsolete equip- 
ment or methods not comparable with outside practices has value primarily 

to the extent that it promotes better work habits in general and has limited 
value related to particular job skills. The training provided in the custom 
furniture production for state colleges has current relevance to the job 
requirements in private industry. 

The degree of automation is also limited by the production limits 
set forth in Sections 5092 and 5093 of the Penal Code. Section 5092 provides 
that no industrial enterprise which involves a gross annual production of 
more than $25,000 value may be established until a hearing concerning the 
enterprise has been held before the Correctional Industries Commission. 

The statutory maximum annual production which the commission may authorize 
for any industry is $350,000, but the law further provides that the commission 


may adjust this amount annually to reflect increases in total inmate population 


on oo 


“4 


xony tolyya atmongog 


olathe e& QC Terenae. 00 ore + aah 1a 

srscn enotsastmti ‘10 yodtyn 6 QS. eS 

1s 90 .aabretins ateving no evita ton “a 

; ; ww > 

seledcubnt [aoow sn Yo eseoquug ol2ed ad? 3 

, of dnawolome tuteaw bone 2ttide dot AP gntntaye abtve 
he bnew nrtntest oteed sno? SEER OT »yonotattte 2: 
bow wr hetemodus ten 26 meipeTg estrdeubit a <2e8 
_ t of sat tage vit oranep 70 otdteenq inate th a ta 
sunttreskib road eve .2ehyennsd 26 love ,eotidbubnt 
btw notannoty 6 aise ber bupst evan btwow ‘not 1401 4 
ido zest(tiv notiw pnimrosd -.vevswon Hnsdesahes shiz 

Lit suiev eat eoationig SBrZIU0 i Hw stds isqnoo gon ® 
siwt! ost Bnet foverse oF oo ided teow yeited eefonoid eer 
, oft REbsntverg entatend off -2tile ‘dot valuta ot 
attd Of gongvetas Jerrnia ei sone tba adsie wie 

~ yitecbat ot 6y pape 2 NSM 

tint! mobfoubony off yd bedtatt oat 2t nol sent} bites Rina 
ryexo GeG® ageyae? (abo? {yns4 ont to iia Seedy. Ne f 
-tpsebeta! fagene deere & esvfownh rok’ nasties 

“id Qninyeis pottsed & re ony, 9 

ner ileal sotsteutenl junottooeyad § 

cdi yh whee times ant iatitw’ 0 

‘anys oie pect “eobivorg stent wo ond, 9 

10) JeT yao open fates at gszarvonl Sele #Ys on J. 


and changes in the cost of production. To compete successfully with some 

of the highly automated private industries would require production in excess 
of the limits established in accordance with law. The commission, except 

in a few instances, permits industries to produce to the legal maximum. 
However, this does not permit successful competition with some highly auto- 
mated private industries in which advanced automation is economically feasible 
only if the total production schedule greatly exceeds the Correctional Indus- 


tries production maximum. 


Inmate Work Force. An incentive-type pay plan provides that inmates 
may earn $0.02 to $0.16 per hour, their progression through the various pay 
steps depending primarily on their attitudes, interest, performance, and 
skill level developed. Correctional Industries personnel estimate that 
inmate productivity is about one-fourth that of their counterparts in private 
industry. Penal personnel attribute this to a lack of work skills and moti- 
vation. Many inmates not only lack specific training as opposed to journeyman 
levels at which private industry generally recruits, but AIO do not have 
substantial experience in maintaining steady employment. Therefore, Correc- 
tional Industries is constantly training inmates in basic work habits as well 
as on-the-job skills. 

While private enterprise may develop a steady work force, a major 
portion of which may be employed for a number of years, inmate turnover in 
Correctional Industries is estimated by penal personnel to approach 100 
percent per year. Reasons for this high turnover rate are as follows: 


1. Inmates may be transferred to other vocational or industries 
programs, if requested by the inmates. 


2. As the term of an inmate progresses, he is generally trans- 
ferred to areas having minimum security requirements, such 
as conservation camps. 
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In addition to their training and production duties, Correctional 
Industries civil service employees have custodial responsibilities. The 
inmate workers are confined prisoners, which makes them more difficult 
to train and to discipline than employees in private enterprise. 

The productivity of the Correctional Industries program is also 
adversely affected by the demands of the penal setting, which require absences 
from work for visits, medical and personal needs, counseling, Adult Authority 
hearings, etc. While the industries attempt to obtain a full seven hours 
of work per inmate per day, a review of work records reflects a 5 percent 
absence factor for the general fabrication factory at the Deuel Vocational 
Institution from September 21 to October 20, 1970, and a 25 percent factor 
for the furniture factory at San Quentin for the same period. 

The Correctional Industries program has set up time clocks and made 
arrangements to speed up noon feeding procedures in order to instill better 
inmate work habits. Some institutions limit the release of inmates for other 
institutional functions during the work shift. However, present levels of 
absenteeism generally must be reduced to achieve significant improvement in 


productivity. 


Scrap Rate. Information concerning the scrap rate is not available. 
However, it is a reasonable assumption that due to the lack of training and 
motivation of the inmates, the waste of raw materials by the industries 
exceeds that of private industry. Some of our observations have confirmed 


this assumption. 


Qualifications of Supervision. In recruiting supervisory personnel 


for its programs, Correctional Industries must compete with private industry 


and is faced with the following handicaps: 
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1. Skilled technicians generally earn more money, or have the 
opportunity to earn more money, in private industry. 

2. Applicants must have a personality that is compatible with 
the restrictive atmosphere of a correctional institution. 

3. Because of the high inmate turnover rate, supervisory personnel 
spend the major portion of their time training inmates, which 
leaves little time for innovative effort. 

In addition, many of the vocational program instructors earn more 
than the industries' foreman positions. While this is largely due to the 
higher educational qualifications of the instructors, the foremen believe 
that their inmate job training function is not adequately recognized in 
salary compensation. The salaries of vocational instructors are generally 
comparable to those of Correctional Industries' factory superintendents 


and from $2,000 to $4,000 per annum above the factory foreman level. 


Market. The market for Correctional Industries' products is restric- 


ted to the agencies listed in Table 2. 
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TABLE 2 


Distribution of Sales - Correctional Industries 


Average 
Percentage 
Percentage Change Each 
Total Sales Change Year 
ee ee encrease Increase 
1969-70 1964-65 (Decrease) (Decrease) 
Department of Corrections Ges et OlOlou o25017 5229 23 4.6 
Department of Youth Authority 822,112 462,338 78 15.6 
Department of Mental Hygiene 2541/5295, $1,52605668 62 12.4 
State colleges and special 
schools 1,543,440 687,136 125 257.0 
Other state agencies 2510/5946) 15223.213 79 15.8 
County agencies 786 ,628 385,149 104 20.8 
School districts 338,523 361,001 (7) (1.4) 
City agencies 279,456 142,128 97 19.4 
Miscellaneous 504 ,939 abe Tiel 1820 —- 364.0 
Total $12,041),.9520 $/5332./99 64 1228 


Approximately two-thirds of total Correctional Industries' sales are 
made to the various state agencies which operate institutions. 

The Correctional Industries' marketing staff is comprised of a sales 
manager in the central office and five representatives in the field, two in 
northern California and three in southern California. 

The slowdown in the overall business economy during the last year 
has affected industries’ sales, resulting in a decrease of over $470,000 in 
sales for the first quarter of 1970-71 as compared with 1969-70. This drop 
is primarily in the area of wood and metal furniture, and also includes 
approximately $170,000 in license plates aie were not billed until a sub- 


sequent period. 
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In early December, 1970, Governor Reagan issued a moratorium on 
equipment purchases involving General Fund monies. As a result of this 
moratorium, the sales staff is in the process of diverting its efforts to 
establish more contacts with city and county agencies and school districts 
in order to maintain its sales volume. Table 2 above indicates a possible 
potential for increasing sales in these areas, which account for less than 


20 percent of total sales. 


Pricing. Section 2871 of the Penal Code states: 

"The director shall from time to time, determine the price 

at which such articles, materials, and supplies, shall be sold, 

which price shall be as near the prevailing market price as 

possible." 

This provision limits the prerogative of the Correctional Industries 
program to establish prices which would enable it to make a profit in all 
instances. When a competitor submits a bid for an item also produced by 
the industries which is of comparable quality or of a lesser but acceptable 
grade, Correctional Industries must meet the price or relinquish the bid. 
Private industry has been able to overcome partially the effect of the 
rising costs of raw materials and labor by automating to a greater extent 
and by employing better trained and specialized employees. If Correctional 
Industries automated to the same extent, it would reduce its costs, but 
would also substantially reduce the number of inmates employed and the con- 
sequent training received by them. Failure to automate results in unprofitable 
enterprises even with the relatively low wage scales of the inmate workers. 


Some industries, such as canneries, have been and are being closed because 


they are substantially unprofitable. 


Accounting Controls 


The Department of Finance Audits Division has made suggestions for 
improvements in the following major areas: 
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1. Annual inventory procedures, control, and valuation. 

2. Maintenance of a modern, effective accounting system. 

3. Installation and maintenance of a realistic cost accounting 

system. 

Present accounting management appears to realize the basic importance 
of a thorough annual inventory and the fiscal impact of sound inventory 
controls. The central office recently hired additional staff to improve 
the technical assistance to the institutions, and to ensure that appropriate 
measures can be implemented at the institutions. 

The institutions are currently using what they term an "absorption" 
method of costing, which has proved to be ineffective due to the volume of 
data, lack of capabilities of the inmate accounting staff, and the general 
lack of understanding by the production and accounting staffs. 

A pilot study in direct costing is being conducted at one of the 
institutions and, if deemed practical, can be a prototype for others. This 
should result in increased accuracy in determining costs and in financial 
statement presentation. Review of the progress made in the above areas 
should be made by the Office of the Auditor General in approximately a year 


to determine whether Correctional Industries is meeting its objectives. 
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Results of Operations 
Table 3 shows a five-year history of Correctional Industries' con- 


solidated sales and net profits. 
TABLE 3 


Statement of Consolidated Sales and Net Profit 


Net Profit 
(Prior to 
Surplus Percentage 
Year Ended Sales Adjustments ) of Sales 
June 30, 1966 $ 9,573,000 $195,000 220 
June 30, 1967 10,704,800 573,000 es 
June 30, 1968 10,800,200 99,300 9 
June 30, 1969 11,658,300 353,900 3.0 
June 30, 1970 11,924,100 209 ,500 te 


Table 4 shows a two-year comparison of total sales and the number 


of inmates employed by Correctional Industries by program and by institution. 
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TABLE 4 


Comparison of Operations by Program and by Institution 
1969-70 and 1968-69 


1969-70 1968-69 1969-70 1968-69 
Total Sales Number of Inmates 


(in $1,000's) Emp loyed 


By Program 

Woodworking $u2,034 Gu) Sols, 882 409 3/9 
Metalworking 2,194.0 23395 599 476 
Textiles 2,815.4 2,978 782 862 
Food processing 620.2 637 124 230 
Laundry 455.3 459 215 211 
Miscellaneous manufacturing 2530780 1,842 386 37) 
Dairy Ve 207k1 T8705 116 128 
Other farm 304.1 269 18] 213 
Service departments - - 45) 2 ls. 

Total $12,487.7 $12,107 3,137 3,178 

By Institution 

San Quentin Sas sn Sy Aae 8h Malayde 591 649 
Folsom AS as) 231.65 669 705 
Chino 1,492.4 1,524 241 288 
Soledad 2524302 1,837 403 413 
Tracy Veen se/, 1,267 321 259 
Los Padres Wegetelsiy/ 1,433 653 652 
Frontera SEBEL) ei], 105 111 
Tehachapi 451.3 375 116 90 
Vacaville 10.7 Soe ee 8, hells 

Total $12,487.7 $12,107 Ssia7 Biel ae 


Note: Sales figures include inter-institution sales of $563,626 for 1969-70 


and $448,242 for 1968-69. 
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Because of the Legislature's expressed interest in these two areas, 


a comparison of 1968-69 and 1969-70 woodworking and metalworking income 


is shown in Table 5. 


TABLE 5 


Comparison of 1969-70 and 1968-69 Incomes 
(Amounts in $1,000's) 


San Quentin 


Woodworking 


Sales 
Cost of sales 
Gross profit 


Selling and administrative 
expenses 


Net profit (loss) 


Metalworking 


Sales 
Cost of sales 
Gross profit 


Selling and administrative 
expenses 


Net profit (loss) 


$ 


792.6 


1916 


$ 


1969-70 


Wal 50m lies 


ERY ESS) 


165-99 


1968-69 


1,018.8 


O9Se7 


seo! 


Wize 


15260 


Folsom 


1969-70 1968-69 


$1,612.4 $1,814.0 


Ie23129 


308.0 


$ 


33055 


2255ee 


> 3 


1242752 


386.8 


294.1 


O2 a) 


Chino 
1969-70 1968-69 


$ 394.2 $ 463.1 


S06 a9307 
11.0 69.4 
124.8 100.5 


($a1325) mn dae ly) 


Tracy 
1969-70 1968-69 


$ 581.6 $e520560 


581.4 _ 468.8 
sf 52.0 
186.6 16/38 
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Prison Enterprises Incurring Losses 
1. Woodworking at Chino 


The reported cost of sales for the woodworking enterprise has in- 
creased from 85 percent of sales in 1968-69 to 97.2 percent of sales in 
1969-70. One of the major factors in this increase was a loss which resulted 
from a dormitory wardrobe furniture sale to San Francisco State College. 

The initial Correctional Industries bid was underbid by a competitor. After 
consultation, industries' central office decided that Chino could supply 
these items for the same price as the low bidding competitor. A sizeable 


loss resulted which is indicated in Table 5. 


2. Metalworking at Tracy 


The cost of sales for the metalworking enterprise has increased from 
90 percent in 1968-69 to 99.9 percent of sales in 1969-70. Specific reasons 
for cost increases are difficult to identify, but the following points con- 
tributed to the problem: 

Over 90 percent of the inmate population consists of California 

Youth Authority disciplinary problem inmates having minimum work 


skills or experience. 


The lack of a realistic cost accounting system results in variances 


in accounting information and inconsistent reporting between years. 


3. Mattress Construction and Renovation at Tracy 


This industry normally is profitable, but it suffered a loss of 
$130,164 in 1969-70 on a contract with the state colleges to provide 4,660 
mattresses for new dormitories. These mattresses had to be reprocessed 
because of faulty raw materials, and failure to follow original design 


specifications. This industry was subsequently transferred to San Quentin. 
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4. Sale of Surplus Trousers at Soledad 


Industries disposed of some 26,000 surplus cotton trousers which 
resulted in a loss of approximately $49,380 based upon production costs of 
$58,598. These trousers consisted of accumulated styles that were either 
rejects or "outmoded." These trousers were declared surplus after the deter- 
mination was made that they were not acceptable for use by any state institution. 


The resulting private sale of these trousers is under investigation. 


Prison Enterprises Reporting Profits 
1. Woodworking at San Quentin 


This enterprise is organized for continuing production runs. Good 
utilization of available equipment and competent, experienced management 


make this operation successful. 


2. Dairy Operations at All Institutions 


The dairy enterprises are profitable largely because the price of 
milk has been guaranteed by the minimum price law administered by the Depart- 
ment of Agriculture, existing production facilities are capable of producing 
a constant volume of milk for an established market, and inmate labor costs 


and productivity are reasonably competitive. 


3. Shoe Factory and Textile Enterprises at Los Padres 


These enterprises are examples of true production-line operations. 
Production is geared to the maintenance of minimum/maximum inventory levels 
of standard stock items. Management keeps in close contact with its suppliers 


of raw materials in order to take advantage of cyclical fluctuations in price. 


Future Plans 
In July 1971, the industries plan to expand the dairy enterprises 


in order to service additional facilities, including the Veterans' Home at 
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Yountville, the California Men's Colony at Los Padres, and the Atascadero 
and Fairview State Hospitals. This will require very little additional 
capital outlay, as existing facilities are flexible enough to produce for 
additional requirements. The market is available and the market price is 
guaranteed by the Department of Agriculture. 

The central office has proposed that a central laundry facility be 
established at San Quentin to supply Sonoma, Napa, and Mendocino State 
Hospitals with laundry service. Such a facility would necessitate General 
Fund construction expenditure of $500,000 matched by an industries expenditure 
of $490,000. A central laundry facility would supply these institutions 
with more efficient laundry and could meee in a savings to the state as 


well as make training and employment available to inmates. 


Purchasing Practices 


All purchases of materials by Correctional Industries must be made 
under the provisions of Article 2, Chapter 6 of the Government Code commencing 
with Section 14790. Generally, the code requires that all purchases in ex- 
cess of $25 be made by competitive bidding procedures under the supervision 
of the Department of General Services. However, provision is also made for 
the Office of Procurement of the Department of General Services to supply 
the state's needs for specific products and materials from specified suppliers 
through negotiated contract prices, which do not involve competitive bidding. 

The Office of Procurement has also established procedures for emer- 
gency purchases and.purchases at unusually opportune prices exclusive of 
normal bidding procedures. These emergency and opportunity purchases may 
be orally approved, if necessary, but a state purchasing agent must be con- 
tacted, and he must determine that the state's best interest will be served 


by this extraordinary procedure. 
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Sources of Raw Materials and Competitive Bidding Practices 

Our survey of purchasing practices encompassed a review of over 100 
purchase orders that originated in fiscal years 1968-69 and 1969-70. The 
sample included purchase orders for the following items, which are of special 
interest to the Legislature: 

1. All wood products purchased by San Quentin for its wood factory 
enterprise. 

2. Plastic seats and backs, steel tubing, furniture glides or drawer 
runner assemblies, purchased by Tracy for its metalworking enterprise. 


3. Formica and Naugahyde purchases at several institutions. 
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TABLE 6 


Consolidation of Data Appearing on Selected Purchase Orders 


No. of 
Purchase Average Size 
Material Description Orders of Order 
Wood Products 
Walnut plywood 13 95200 Sq: ft. 
Walnut veneer 13 WarstseD Sein Vite 
Walnut lumber 3 Jie 333800 aet Ue 
Oak veneer 2 We Pee) Sep. spe. 
Oak lumber 5 3/ OOO DGssiL. 
Maple lumber 5 16,000 bd. ft. 
Birch plywood 8 Lbs Tie Sek “iP iae 
Gum plywood 3 O45 000ESCeatL-. 
Birch lumber 6 73,53380d. Tt. 
Multiple plywood s 185000%sqe ft: 
Other Products 
Plastic seats and 
backs va 2,500 pcs. 
Steel tubing 6 20,000 ft. 
Glides 8 8,440 pcs. 


No. of 
Suppliers 


Average 
No. of 
Bidders 


Per Order 


11 


Table 6 illustrates that state procurement procedures governing com- 


petitive bidding practices have been met. 


varies from one to 11 per purchase order. 


The average number of bidders 


Only one bid was submitted for 


plastic seats and backs; however, this is a unique product. 


The average number of suppliers for a specific product varies from 


one to six. This shows that a large number of vendors are participating 
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in supplying Correctional Industries with raw and finished materials. Here 
again, where there is only one source of supply used, we are dealing with 
a unique product. 

It appears from the data in Table 6 that raw and finished materials 
are ordered in quantities as large as possible to achieve substantial savings. 
In some instances, institutional orders for raw materials, such as walnut 
woods for Tracy and San Quentin, are consolidated to achieve quantity dis- 
counts. The number of orders placed in this two-year period indicates that 
reasonable planning is exercised in placing relatively few orders to take 
care of production needs. 

Two specific brand-named Fence Porn ca and Naugahyde, are used ex- 
tensively by the industries on a continuing basis. Formica is obtained 
by the Office of Procurement on a state price schedule in which the price 
is negotiated and guaranteed for one year based upon estimated total volume 
of sales. Bids for Naugahyde are solicited directly from Naugahyde dis- 
tributors as sole-source purchases. 

Both Formica and Naugahyde are evaluated periodically by Correctional 
Industries with products of generally comparable quality used by private 
industry. Both are more expensive than similar products; however, Naugahyde 
is used by the industries because of its reportedly superior durability, 
while Formica is required because of customers' desires to match and complement 
items of furniture previously purchased. The Office of Procurement reports 


all sole-source purchases in excess of $1,000 to the Board of Control. 


Comparisons of Prices Paid by the Prison Industry with Prices Paid by 
Private Industry 


Our comparison of prices paid by Correctional Industries and private 


industry for raw stock was limited to the woodworking enterprises. We visited 
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two private wood furniture factories and one lumber wholesaler in addition 
to all of the Correctional Industries' woodworking enterprises. 

This review disclosed that Correctional Industries is paying approxi- 
mately the same price as private industry for comparable quality and quantities 
of wood product raw materials. However, the quality specifications established 
by the industries for its wood product raw stock are extremely high as com- 
pared with those of private industry for approximately the same end product. 
For example, the industries place orders for 10 ft. to 16 ft. lengths of 
select grades of stock which are subsequently cut into smaller pieces. A 
representative from private industry commented that "ordering this high 
quality for a job was like ordering filet mignon to make hamburger." 

The individual assigned to the initial cutting and ripping operations 
is vital to the success of any woodworking operation. There is no evidence 
that research has been undertaken to determine whether inmates can be trained 
to perform this assignment with relative reliability. Correctional Indus- 
tries believes that the purchase of high quality wood products is necessary 
for inmate training on these operations and that a better yield will be 
achieved by buying a better grade. 

We have been advised that regular purchasing procedures, i.e., order- 
ing on a regular budgetary or quarterly basis, may result in the inability 
to take advantage of cyclical fluctuations in prices of raw or finished 
materials, or of opportunity buys resulting from overruns, odd-lots, close- 
outs, etc. To take full advantage of these price fluctuations, close contact 


is required by Correctional Industries management with the sources of supply. 


Recommendations 
1. Evaluate raw material specifications to determine whether materials 


of less quality and expense can be used to obtain the same end products. 
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2. Determine whether inmates can be trained to perform the vital 
cutting and ripping operations in the woodworking enterprises with reliability, 
or evaluate the feasibility of hiring or consulting specialists from private 
industry to perform these operations. 

3. Become more familiar with fluctuations in prices of raw materials 
by working closely with suppliers rather than relying solely upon state 


purchasing agents for developing this information. 


Inmate Placement 

One of the primary purposes of the Correctional Industries program 
is to provide training in work skills and work habits. The success of the 
program is determined largely by the extent to which the inmate utilizes the 
training after his release from custody. Earlier studies of such training 
received in Correctional Industries and in prison vocational training programs 
were not conclusive, but tended to show that vocational training, formal or 
otherwise, was not very significant in its effect on the inmates' activities 
after release. 

Commencing on April 1, 1970, the Correctional Industries program 
began gathering data on training afforded to inmates in the program. With 
the cooperation of the Research and Parole divisions of the Department of 
Corrections, there will be parole follow-up to determine what utilization 
is made of training received by the inmates after their release from incar- 


ceration. 
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Federal Prison Industries 


Federal Prison Industries, like its California counterpart, is 
operated as a separate entity. The federal program is organized as a cor- 
poration. Federal industries in 1969 employed 4,903 inmates in the 
manufacture of brushes, brooms, canvas goods, cotton textiles, wood and 
metal furniture, gloves, plastic serving trays, dairy products, shoes, mat- 
tresses, and in the operation of electronic repair shops and keypunch services. 
The federal program had gross sales of $52.9 million in 1969, with industrial 
earnings of $10.5 million and net earnings of $7.3 million. This represents 
net earnings of 13.8 percent, which is significantly higher than the experi- 


ence of California Correctional Industries for 1969-70, as shown below. 


1969 1969-70 
Federal Prison California 
Industries Correctional Industries 

Gross sales $52,900,000 $11,924,100 
Net earnings $ 7,300,000 $ 209,500 
Percent of earnings to sales 13.8 1.8 
Inmates employed 4,903 Oey 
Gross sales per inmate $ 10,790 $ 3,800 


The federal industries program also provides vocational training, 
which cost $2,378,122 in 1969. These industries also paid $2.8 million in 
inmate wages averaging $567 per inmate in 1969. This reflects a 20 percent 
increase in the hourly pay for inmates over the 1968 level. The federal 
program also employs 26 employment placement officers located in major cities 
who provide job leads, job counseling, and follow-up services. 

It is noted that Section 4124 of Title 18 of the United States Code 


requires all federal departments and agencies to purchase from Federal Prison 
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Industries at prices not to exceed current market prices. This requirement 
guarantees a relatively stable market and enables the Federal Prison Indus- 
tries program to more effectively plan its production and regulate its 


ordering practices and volumes. 


Recommendation 
Investigate the reasons for the higher net profit rate of the Federal 
Prison Industries for possible implementation of improvements in the California 


program. 
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Effects on the California State Colleges of the 
Mandatory Purchase of Prison-Made Goods 


A good deal of dissatisfaction has been expressed by the state college: 
librarians because of the requirement that they purchase from Correctional 
Industries those products which industries can produce in accordance with 
Section 2873 of the Penal Code. 

We reviewed correspondence from the state college librarians and 
business service officers covering a two-year period. A summarization of 
their criticisms follows: 

1. The delivery dates established by Correctional Industries are not 
met. Some deliveries of library and dormitory furniture have been over 
12 months late. Timing is critical when furniture is required for the opening 
of new classrooms, start of the school year, and utilization of new or re- 
modeled libraries. 

2. Current catalogs of industries' products are not available. The 
last chEatOg was published in 1967. 

3. The Chancellor's office has retained design consultants to plan 
and coordinate furniture design and layout for new libraries under construc- 
tion. These consultants receive either a fixed fee or a percentage fee 
based upon the cost of equipment installed. In most cases, the standard 
lines of Correctional Industries' library furniture did not conform to the 
consultants' overall decor for the new libraries, and the choice of styles 
was limited. 

4. Workmanship is of uneven quality, and appearance is generally poor. 

5. The industries have access, by law, to the Office of Procurement's 
schedule of bids, which enables them to submit bids just under those of 


competitors. (However, Correctional Industries is not always able to underbid.) 
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6. Commercial suppliers of library furniture and equipment are 
reluctant to offer their professional expertise to the state colleges in 
matters of planning, design, current innovations, and pricing since their 
bids rarely are successful. 

7. There has been a lack of effective communication between Cor- 
rectional Industries’ sales and production staffs and the state college 
business service officers. 

8. The industries have access to capital outlay and equipment lists 
and budgets for proposed state college facilities. 

9. Prices of Correctional Industries' products are higher than those 
of competitors for these custom-made items or for stock items of equal utility. 
Many of these difficulties were resolved in mid-1969 following a 

series of meetings between representatives from the Chancellor's office, 
Correctional Industries, and the state colleges. The industries re-assessed 
their production capabilities and made a policy decision to produce custom- 
made furniture to meet state college specifications. Since that time, criti- 
cisms have become less common. The Chancellor's office and Correctional 
Industries appear to be working in greater harmony at this time and are 
endeavoring to overcome previous difficulties to the mutual benefit of all 
parties. 

We interviewed representatives of the Chancellor's office and the 
librarians and purchasing officers at four California state colleges to 
determine what injurious effects, if any, the purchase of prison-made goods 
has had on the state colleges. This review disclosed the following: 

1. Delivery delays of one to six months remain a problem. There 
has also been at least one instance when a college has not been ready to 


accept Correctional Industries' products because of construction delays at 
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the college. These products are being stored by the industries at the indus- 
tries' expense until the college facilities are completed. 

2. Construction of "butcher block" library tables and carrels is 
presently being completed for one library, while another library has ordered 
carrels and lounge furniture to be constructed from 1 1/2" x 3/4" solid 
steel bar stock. It appears that these custom job requirements have sacri- 
ficed economic efficiency for questionable aesthetic values. There are many 
functional styles of library furniture available in the standard lines as 
well as other custom-designed lines. These are less expensive and have 
been used in comparable surroundings with a history of success. We found 


a large variance in the price ranges of state college library furniture as 


follows: 
Product Description Price Range 
Library table, 48" x 72" $150.00 to $250.00 
Carrel, single 125 COSCO 5.00 
Library chair Ts) ar hse) 


3. A pre-planning session is held prior to commencing any new pro- 
jects in order to review overall requirements. This meeting is attended 
by representatives of the state college, the Correctional Industries central 
office sales and production engineering staffs, and a college design con- 
sultant, as required. Working drawings and a prototype of the product ordered 
is developed and approved prior to starting production. 

4. A representative from the central office sales staff works closely 
with the ordering agency to eI problems as they arise. 

5. Some librarians and business service personnel have concluded 
that prices for Correctional Industries' custom furniture are less than those 


that private industry would charge for similar items. 
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6. Supplements to the existing catalog, showing pictures of new 
wood and metal furniture lines and their prices, are presently béing prepared 


for distribution in approximately two months. 


Recommendations 

The Correctional Industries' management should: 

1. Establish meetings with the state college business and purchasing 
officers and representatives of Correctional Industries on a periodic basis 
to encourage improved mutual understanding and to review current industries' 
product lines and plant capabilities. 

2. Standardize, to the greatest extent possible, library and dormitory 
furniture so that school districts, community colleges, and the University 
of California may take advantage of the new library and dormitory furniture 
lines recently developed for the state colleges. Standardization will also 
result in more efficient Correctional Industries' operations. 

3. Determine estimated delivery dates within reasonable limits at 
the time of order placement, and guarantee performance within these limits. 

4. Identify slow moving items; some items could possibly be dropped 


from existing lines. 
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